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RE: FISCAL. STUDY
Dear Laurel,

As promised, attached are comments on the Fiscal Study. As discussed at the
Developer’s Roundtable Meeting on Friday:

First, given the importance of job growth projections to the rest of the analysis it is
‘extremely important that these projections be as accurate as possible. . In this regard, it is
probably advisable to consider a number of different forecasts before identifying the
employment projections that are to become the foundation of this study and the basis for
major land use-policy decisions; N

Second, whatever job growth projections are ultimately utilized, it is important that we
provide an adequate inventory of residential 1and to accommodate the housing demands
associated with such employment growth. This is essential if we are to prevent the
existing housing shortage from becoming worse. At the very Jeast, in dealing with the
regional housing shortage, our position should be “to do no harm”. This requires _that we
provide for housing growth commensurate with projected employment growth;

Third, while we should remain mindful of the need to preserve both residential and ~
industrial opportunities beyond the 2020 timeframe of the General Plan, we must-also. .-
recognize the significant redevelopment opporturiities that will be available to increase -
both employment and residential densities as we mature as a City and become '
increasingly “urban” in character over time. For example, the study identifies some three
million square feet of office and industrial space that it considers functionally obsolete
today. Assuminga35% average FAR, this space occupies nearly 200 acres of
employment lands that have not been factored into the existing industrial land inventory
and would presumably be available for use beyond the 2020 time horizon of the General .
Plan. If this property were ultimately redeveloped at a 60% average FAR, this l.and could
support over 5 million square feet of additional office/industrial space and prowde_for
some 20,000 additional jobs. Similarly, there is over 98 million square feet of “built
space” today (p.45). Over time, if this space is utilized even 10% more efficiently, and/or
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portions of this space are redeveloped at higher densities, it could readily accommodate
over 10 million square feet of additional capacity and some 40,000 additional jobs. I
-have also enclosed a copy of a recent article-which references a national study of- -
-commercial space requirements by Grubb and Ellis. It had some startling conclusions
regarding San Jose’s foreseeable commercial space requirements. In short, we should”
certainly consider both employment and housing requirements beyond 2020, but we also
need to recognize the significant opportunities that will be available to rneet these
challenges.

Laurel, I want to personally thank you and the rest of the Administration for all your
efforts.in this major undertaking. -1t is complicated and involved,but it can contribute to
the development of land use policies and decisions-more reflective of the economic. needs
of San Jose and-the region. Thanks again for all your efforts in this ambitious -
‘undertaking. Please feel free to contact me with any questions you may have, and 1 will
certainly make myself available for any further discussion you would like to have.

Sincerely,

‘Gibson Speno, LLC

A S

Steven G. Speno
President/CEOQ



COMMENTS ON THE FISCAL STUDY

Therec are a number of reasons why the employment growth proj jections and the related
industrial land requirements may be significantly overstated, and there are a number of
reasons why the projected housing needs and related residential land requirements may be

sxgmﬁcantly understated, which I will cover in a moment, but taking the report as written,
there are three very important findings:

(1) Driving Industries and Business Support Industries are expected to ¢reate a demand
for 1320 to 1450 acres to accommodate projected employment growth through 2020. This
compares with an industrial land supply of 1250 to 1600 acres in the “active” industrial
areas, an additional 1700 acres in North Coyote Valley and Evergreen, and an -
unidentified land inventory in other areas of the city.

INDUSTRIAL DEMAND = 1320 TO 1450 ACRES

INDUSTRIAL SUPPLY = 2950 TO 3300 ACRES

Hence, even given extremely optimistic and unprecedented job growth projections, San
Jose’s industrial land supply far exceeds industrial demand through 2020.

(2) Based on ABAG’s projected housing requirements, which are far less than the .
housing necessary to accommodate the projected employment growth, San Jose has a
projected residential land requirement of 2900 acres. This compares to a residential land
supply of 1800 acres plus some underutilized properties designated for residential use.

RESIDENTIAL DEMAND

2900 ACRES

RESIDENTIAL SUPPLY 1800 ACRES +

Hence, even given that the housing requirements projected by ABAG would not
accommodate the projected employment growth, San Jose does not have a sufficient
residential land supply to meet housing requirements through 2020.

(3) This report assumes that San Jose will accommodate approximately 180,000 new jobs
between 2004 and 2020 - that is, the 140,000 _]Ob growth ABAG originally projected for
2000 to 2020 plus at least 40,000 jobs that San Jose has lost since 2001. Assuming 1.7
workers per household, this projected level of employment growth would necessitate that
San Jose add 105,000 new housing units by 2020 to prevent the housing shortage from
becoming worse that it is today. This is far more than the 63,000 housing units projected
by ABAG or the existing 40.000 housing unit holding capacity of the General Plan.
Using the same density assumptions that were used in the report, San Jose would need a
residential land inventory of 4800 acres, or nearly 2.7x the existing residential land
supply, to accommodate the housing demands associated with the employment levels
projected in the report. Put another way, San Jose’s existing residential land inventory is



only able to accommodate about 37% of the projected job growth. This underscores the
magnitude of the housing challenge. Clearly, there is a huge imbalance between the job
growth San Jose is attempting to accomimodate and its planned housing capacity. Given
the critical importance of housing to our economy and the ability of local companies to
attract and retain the workforce they require, there needs to be a far bétter balance of
industrial and residential land supply, and far more aggressive actions to achieve such
balance than is currently suggested by the report,” if we are to sustain the economic
growth and vitality of this region. In real terms, thé housing shortage is far more ofa
constraint to our economic growth than the availability of commercial space or industrial

land. Opportunities to create additional residential land supply should be openly
welcomed and encouraged. '

As indicated above, there are a number of reasons why the employment growth
projections and the related industrial land requirements may be significantly overstated:

First, ABAG had originally projected that San Jose’s employment would grow by o
140,000 jobs, from approx. 380,000 to 520,000 jobs, over 20 years, from 2000 to 2020.
‘This was very aggressive as it represented 37% growth over 20 years. This was partially
based on the fact that in the year 2000 it appeared that San Jose had gained 70,000 jobs
from 310,000 to 380,000 Jjobs since 1993. Since that time however, San Jose has lost
40,000 + jobs such that its employment today is approx. 340,000 jobs. This means that
the actual growth since 1993 is approx. 30,000 jobs, representing 10% growth over the .
past 10 years. The report assumes that since San Jose has lost 40,000 jobs over the last 3
years, that we will now add 180,000 jobs over the remaining 17 years, instead of the
140,000 jobs ABAG had assumed over a 20 year time horizon. Hence, while ABAG
originally projected 37% job growth over 20 years, this report now assumes 53% job
growth over 17 years. Not only is it questionable logic to actually increase job growth
projections when the economy is under performing, but such employment growth is
highly unlikely given both, actual job growth experience, as well as the trends toward
greater productivity, increased output per employee, and the continued national concern
over a “jobless” recovery. At the very least, other economic forecasts should be
consulted before formulating major land use policy on the basis of a forecast that varies
so substantially from our actual job growth experience. Note the significantly different- -
trend line for “projected” employment from 2003 fo 2020 versus “actual “employrne_n.t-' -

from 1993 to 2003 in Figure 5 on page 41 of the report.

Second, the aggressive job growth assumption discussed above has contributed to an
inflated assessment of industrial Jand requirements. San Jose’s own Economic :
Development Strategy published in November 2003, only four months ago, showed that
the need for industrial land through 2020 was approx. 1000 acres, not the 1450 acres
suggested in this report. (See p.89 of the Economic Development Strategy attached.)
The Economic Development Strategy still assumed that we would add 140,000 jobs in
the remaining 17 years of ABAG’s 20 year growth projection, but it didn’t assume we
would add an additional 40,000 jobs beyond that to “make up” for the job losses of the
past three years. The Economic Development Strategy assumed job growth of 41% over



the next 17 years, still greater that AGAG’s original forecast, but less that the 53% job
growth assumption in this report.

Third, as stated i 1n our previous comments on the Economic Development Strategy,
irrespective of what employment projections are utilized, the industrial space
reqmrements and related land requirements associated with such employment projections
are likely to be significantly reduced as a result of higher density development and more
efficient use of existing space. While the report recognizes that new development is
likely to occur at higher densities, it has not attempted to quantify the impact on space
requirements or industrial land demand of existing space being utilized more efficiently
(ie; less square feet per employee). There is approx. 82 million square feet of office and
industrial space currently occupied in San Jose. If it were used 10% more efficiently over
time, that-represent 8 million SF of capacity, which would reduce industrial Jand
requirements by nearly 400 acres.

As indicated above, the projected housing needs and related residential land requlrements
‘may be significantly greater than portrayed in the report. As suggested, if 180,000 new"
Jobs are projected that would necessitate 105,000 new housing units and some 4800 acres
of residential land just to prevent the existing housing shortage from becommg worse. If
the original projection of 140,000 jobs is utilized, this would still necessitate 82,000 new
housing units and 3750 acres of residential land. These requirements exceed the 63,000
units and 2900 acres suggested by ABAG, and they are far greater than the existing
40,000 housing unit holding capacity and 1800 acres of the General Plan.

Beyond the macro issues of employment growth, commercial space requirements,
industrial land inventory, and related housing needs and residential land requlrements
there are a few additional comments we would like to make.

First, as the report suggests, we need to do continuous research as to the types of facilities
companies desire and the location criteria companies utilize in their site selection
decisions, At the same time, we need to listen to what the market is telling us and we
should utilize the information contained in the Economic Development Strategy. The
decisions of recent users such as Adobe, e-Bay, BEA Systems should tell us that the
Downtown and N. First Street corridors are highly desirable for Driving Industries. As
the Economic Development Strategy suggests, increasingly such companies want to be
located at close-in locations, with transit availability, and commercial services. They
want to develop at higher densities, and they enjoy the adjacency and synergy of other
companies. As the Economic Development Strategy states, increasingly companies in
Driving Industries are desiring to be part of “innovation communities” rather than located
in sprawled, low-density, isolated campuses. What this signals for San Jose is the
importance of preserving close-in sites with good transit opportunities along N. First
Street, the Airport, NSJ 3, and NSJ 2 for Driving Industries. San Jose has abundant
options in North Coyote and Evergreen (more than 1700 acres), as well as Edenvale 2 and
NSJ 2 for the more limited number of Driving Industry companies that may desire a large
corporate campus, but the amount of land for users at close-in locations with transit



access is far more limited, and should be preserved and intensified whenever possible.
Other areas, such as NSJ 1 are further removed, more isolated, and don’t enjoy the same
transit opportunities and commercial services that are attractive to Driving Industry
companies. Despite its characterization in this report, NSJ 1 is largely undeveloped,
vacancies are extremely high, and as indicated on p.38 of this report this area does not
represent any significant portion of employment in San Jose. Historically, with respect to
industrial development, this area has been the last to develop in strong economic times,
and the first to experience high vacancies when the economy slows. At the same time,
this area enjoys exceptional residential amenities and existing infrastructure. This area
can make a significant contribution to San Jose’s housing needs, in a planned fashioned

that reinforces strong neighborhood 1dent1ty, without impacting priority corporate sites
for Driving Industries.:

Fiscally speaking, other than the Downtown where housing is important as it adds to the
synergy of the area and helps create a 24 hour downtown, it is generally preferable to
develop housing outside of redevelopment areas since housing has on-going municipal -
service requirements. Within redevelopment areas the property taxes from such housing’
projects are'not available to the general fund to support the cost of such services. It is also
better to locate housing in areas where park land, libraries, and fire stations are already

available or committed to minimize the capital costs assomated with residential
.development. -

We appreciate the opportunity to be able to comment on this report, and we want to thank
the City of San Jose for undertaking this study and addressing this very important public
policy issue. We continue to believe that San Jose, as well as other jurisdictions in Santa
Clara County, must continue to act boldly and take aggressive steps to address the critical
housing needs of this area so this region may continue to be an attractive location for job
creation and economic growth. In this regard, the challenge is even greater that the report
portrays as far more land will be required for needed housing. At the same time, the
opportunity to address this situation is also greater than the report suggests since job
growth is.not likely to be as robust as projected and the actual inventory of industrial land
is far greater than what the report has.acknowledged. We thank you again for the

opportunity to share our comments on this report, and we wish you the very best in. your
efforts to address this important issue. - Thank you.



IV. LAND DEMAND AND SUPPLY DYNAMICS

Estimates of future land demarid based on projected industry mix and associated building
occupancy frends can be useful for crofting appropriate land use policies for San Jose’s active
employmentareas. The following analysis uses employment projections from the ‘Associotion of
Bay Area Governments (ABAG) through 2020 to estimote future lond demand in San Jose by
industry.  This land. demand estimate is then ‘compored against lond supply and the ‘existing
inventory of vacant buildings to better understand the Cily's capacity to accommodate ABAG's
projected job growth through 2020; the timeframe of San Jose's existing General Plan. In
addition, future housing demand ond its concomitant lond requirement are calculated to provide o
basis for comparing future employment growth to future housing growth.

PROJECTED EMPLOYMENT GROWTH

ABAG’s most recent employment projections®. show Son José’s econo
141,000 jobs between 2000 and 2020. Driving Industries jected to roximately .-

50,000 new jobs during that period; Business Support Industries will add 44,000 new jobs; and-
Household-Serving Industries will add 47,000 new jobs.

my odding ohprokimotely :

It is important to note that the City’s current 2003 employment level is below the 2000-level, so
these figures represent net increases over the 2000 level, not the total number of jobs projected to
be odded from now to 2020. The ABAG ‘projections assume that San Jose returns fo 2000 job
levels around 2008 or 2009, and Then experiences job growth averaging 2.7 percent annually

through 2020. San Jose in 2020, thus, has 141,000 more jobs thon it had in 2000. Fig?ré 5
shows employmenf trends in San Jose from 1993 1o 2020.

Figure 5: Son Jose's Projected Employment, 20002020

600,000 -

500,000

. 400,000 4

' Associotion of Bay Area Governments, Projeclions 2003, June 2003.
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But, It Is Impontant to Have a Range of Land/Building Optioﬁs Available, and to Preserve
the Integrity of Certain Unigue Employment Subareas.

Despite obponuniﬁes to'recyc!e and intensify alreadY~deveI6ped sites, some companies will want the option of
developing larger campuses on greenfield sites {e.g., North Coyote Valley). It is important to retain vacant lands
for this opportunity, which San Jose offers uniquely among Silicon Valley cities.

Itis also very important to preserve the integrity of certain employment subareas, even as others
change character over time. The location and characteristics of employment subareas matter for thinking
about their ability to support job growth in the future. Al employment lands are not equal ahd are not inter-
changeable. While there is a need to adapt some areas for the future, retaining the current character will be
important for others in order to preserve jobs and prior private and public investments.

The Cijy Should Take a Proactive, Strategic A;')'proachvt.o Considering Land Conversion
Proposals in Employment Areas, Focusing on the Economic Characteristics and
Contribution of Subareas as Context for Considering Individual Parcels.

The first consideration should be the contribution that the subarea makes to San Jose's economic base in terms of
jobs, ongoing City revenues, and Opportunities to accommodate projected demand for job growth. '
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Report; San Jose at bottom for commercial office space future - 2004-01-14 Silicon Vall ~ Page 1 of2

Silicon Valley/San Jose Business Journal - January 14, 2004
bttp://sa n'|ose.biziournaIs.comlsan'lose/storieslzoo4lg1I1 2/daily37.htm]

LATEST NEWS

1:21 PM PST Wednesday
Report: San Jose at-bottom for commercial office space future

-~

When it comes to commercial office Space, there are strong markets -- and then there ic Qan Toce

According to an analysis of the future strength of 45 U.S. markets by commercial real estate services coinpény
Grubb & Ellis Co,, of Northbrook, 111, San Jose ranks 45th. "It's the bottom," says Robert Bach, national

Top-ranked is At]anta, followed by Los Angeles, Riverside-San Bernardino, the Washingtoh, D.C.
mctrop.olit_an area and Phoenix. :

But San Jose ranks much higher when it comes o apartment housing -- ninth in the nation, Mr. Bach attributes

the strong showing to the high cost of housing in Silicon Valley, keeping many people renters instead of home
owners.

R - ) S I .A
"Real estate is on the upswing, although it will take some: time to fully reverse the effects of the 2001 recession
and the job-loss Tecovery of 2002 and 2003 " Mr. Bach says. - RO

The primary challenges for creating new jobs are increases in U.S. worker productivity combined with the
outsourcing of jobs to India, China and other low-wage markets are -- trends many countries around the world
share with the United States. But a healthy expansion is expected to create domestic jobs, spur leasing activity
in commercial real estate and boost investor confidence during the next 12 months. he save L

Although the 2004 forecast report offers good news for the commercial real estate industry nationa!ly, Grubb &
Ellis says, it also wamns of challenges investors and users of real estate should watch for in the coming years.
ill continu

The industry w nue to feel the impact of global outsburcing and increasing worker productivity.

"In addition, the aging of the baby boom generation, increases in property taxes and property insurance, the
cost and availability of energy, and the impact of massive budget deficits are other issues that may have a
significant impact on demand for real estate ip the future,” Mr. Bach adds.
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